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. INTRODUCTION AND SUMMARY

The New York Public Service Commission st2ff's “Draft Prefiling Statement™ of
March 17, 1998 first limiting, then tcrminating the availability of the unbundled network
clement pletform (“UNE-Platform or “UNE-P*) (see chart, March 17, 1998 draft p.10), if
put into effect in anything close to its current form, will eliminatc the hope and promise
of the Telecommunications Act for broadscale price and quality competition for
residentia] and small business consumers The staffs proposal suffers from aumerous
defacts, which we discuss briefly below.

e In Scctien I below, we demonstratc that the staff’s proposal it basad on
fundemental fallacies about the exient and availability of facilitics-based
competition. The facts upon which we rely are set forth as wcll in greater detail in
the Aflidavit of LCI’s Dircctor of Local Network Planming, Timothy J. Burke,
Exhibit A bevetn.

e In Section 1l below, we reitcrate our coucemns abouf any possible role of the
Department of Justice in pre-approving & Bell company application which has not
yet been filed before the PCC. or commented upon by imterested parties. Our
conccmn is that the DOJs views on an RBQC's Section 271 applicayon are
accorded “substantial weight™ under the statute. In LCY's view, this pute the DOJS
in the role of a judge, not s party negotiating 2 consent decree.

¢ In Section III below, we sct forth a fow of the most obvious legal deficiencics of
this proposal. It is defective on its face Seciions 251(c)(3), 251(c}{4), 251(c)6),
252(d)(1). and 202 of the Telecommunicstions Aoct.

e In Sectiom IV bclow, we sct forth the most pbvious paragraph¢ which are no more
than vague amd unenforcosblc “promises 1o perform.™ Again, in LCI's view, the
staff proposal is an open invitation to farthor litigation and uncerminty.

e Finally, in Section V below, based on the facts sct forth here, wo remew our
request that the Commitsion hold genuine evidentiary hearings on the staff’s
important new proposal first to drastically limit, and then to terminste, the UNE-
Platform.



L THESTAFI'S PROPOSAL IS BASED ON FUNDAMENTAL
FALLACIES ABOUT THE EXTENT AND AVAILARILITY
OF FACILITIES-BASED COMPETITION

The saff's proposal apparently sssumes that full facilities-based competition i available
throughout New York City for business cusiomers, and will shortly be available for residensial
and small business customers throughout the state. Nothing could be further from the truth. See
generally, Burks Alidsvit attached hereto as Ex. A.

First: Competitive Local Exchange Carriers (“CLECS™) today do mot serve the
majority of New York City's business customers and the vast majority of New York City’s
residential customers, and there is no ressoa to sxpect this to change in the Axture.

o Of the 76 end offices in New York City, there is collocation by CLECs in only 15 end
offices. Over 1.5 million business Iimes (56%) and 2 million residential lincs (75%) in
New York City are served out of end offices where thers is oo collocation by any CLEC.
(Burke Aff_ Ex_A,14)

o In Manhattan, where CLEC covernge is the hroadest, there is collocation only in ten (out
of 24) end offices. All end ofTicey in Manhattan with collocarion are south of 59* Street
and in high-cnd busincss districts or high-income rosidential areas. There are over
500.000 busincss lincs (33%) and 200.000 residential lines (33%) in Manhattsn end
offices where there is no collocation at all. Most CLECs are concentrated in 2 handful of
end offices in New York City (15) and have virtually no nctwork presence outside
dowmtown Manhsttan (Burke Aff., Ex. A, { §)

¢ The presence af a CLEC in 8 given cad office only mesns that all customers sexved out of
the end officc could potentially be scrved by the CLEC. Mast CLECs 4o not huve
sdogquatc capecity o serve a jarge market share of all custoeners in the end offices where
they are collocated. (Burke AfE., Ex. A, B)

Given Meir highly limited coverage of end offices in New York City, CLEC nctwodks simply do

not reach a sigwificant portion of LCT's.

Secend: Ecenomically and techaically, BA-NY's Extended Link offering is set an
sdequate sgbstitutc for the coliocation-bmsed stmtegy to deliver local telepbony
services to small businesyes and residextial customers.

e The Extended Link servico imposcs considerable charges for bansport from the end
office serving the unbundled loop 1o either a3 CLEC'S hub cod office (where it is
collocated) or its switch kcation. A CLEC could profitably provide local service using
Extended Link only 1o customers who gencratc mantbly revenues in excess of $100 per
lime. This eliminates the vast majority of small busincsses and virtually all residential
customers. (Burke AL, Ex. A, 1 11-12)
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With average (distance-insensitive) prncing, only high-tevenue custiomers could be
profitably scrved by Extended Link. Small businesses and resudential customers wil
enjoy little choice w the local market With do-averaged (distance-sensitive) pricing,. As
with the collocation-based facilitics stutegy, o CLEC will find that the business casc for
the provsion of local services with Extended Link is justified only in arcas with a high
deasity of high-usage customers within a rcasonable distance of its bub (collocation site).
Small businesses and residential customers will remaiu unserved by CLECs. (Burke AT,
Ex. A. 7 13) .

The Extended Link product severcly compmmises the quality of eerviee that 2 CLEC can
peovide, placing the CLEC at a competitive dissdvaniage. This extension could decrease
the quality of the origiual vuice signal. increase the provisioning ani activation interval,
and increage the fisk of service outage: Isalating the source of trouble when a liac is down
will coquire a highly complex, time-consuming, and capensive sectionalization and
testing process. 11 is unreasonable and unwise to imposc such complexity on customers
reliant on the CLEC's dial tone for 911 emcrgency calls. (Burke AT, Ex. A, 115)

Third: Reliauce on facilitics-dbased CLECs as 2 Carriers’ Carrier is not a visble

option for providing lacs} scrvices to either basiness or residential customers.

The mnst mahge CLECs (MFS aud TCG) have been acquired by Intcrexchange cariers
(*IXCs™) (WorldCom and AT&T) with internal needs far excocding the sapacity of cither
MFS" or TCG's local ncaworks.  Strategically, an [XC has minimal motivatios W serve a
competing IXC with a local product. Extreme undercapacity characterizes CLEC local
uctworks which are scaros Tesources commanding huge premiums when sold. Given the
expensc and time required 1o huild local networks, this will remain the case for the
foceseeable fulure. (Burke Aff, Ex. A, Y 15)

No CLEC has yct to offer 3 wholesale price sufficient for LCI (or any other reselier) to
maintain profitable margins. (Burke AIL, Ex. A, 121)

Given the Jimited coverage of even the most mature CLECs, LCI would have to resell
both CLEC and BA-NY services in every market 1o resch it cugtomer base, sinee, as in
the casc of LATA 132, 60% of LCI's long-fistance customers cannot be reached through
CLEC resale. (Burke Aff_ Ex. A, 113)

The myonty of faciliies-based CLECs do not offer switch partitioning or other
unbundied network elements Only the most cash-starved CLECs have bagn willing 1o
discuss with LCI the sharing of eoflocation fecilities and switch partitioning. (Burke Aff,
Ex.A.¥24)

With limited coverage, insufficient discounts, md conflicts of interest between CLEC retsil and

wholesale operations, CLEC's are unlikely to provie a viable method to deliver local services on

a wholesale basis.



Fourei: The expense and time requlred to baild a local wurcline aetwork mcany that

existing CLECs are anlikely to expand their networks ssd sew CLECs are anlikely to
build petworks (o serve most small-business and residentinl customers in the foresecable

futwre,

The provision of facilities-based competitive local telephony services requires more than
purchasing and activatiug a local switch. The capital expanditurcs associaiad with the
purchase and activation of a Jocal awitch are loss than twenty percent (20%) of the total
upfront capital expenditures required to build 3 local network. (Burke Aff., Ex. A, 1 28)

A collocation-based facilities sirategy makes business scnsc only if service is provided
from cnd offices with a largc aumber of potential customers marked by high usage. In
othar words, such a strategy is econoraically acosible only in end offices that are Iocatad
in commescial districts with a significont number of large- and medium-sized businesses.
A CLEC could alternstively lease BA-NY bunsport to connect a customer’s building o
the its switch. A significant quantity of customer lincs and wiage, however, is required to
justify thne tervice delivery method (Burkc Aff, Ex A, {35)

Thus, facilitics-based delivery of Jocal services is financially scusiblc only in highly dense

commercial digtnete. LC! has encountered sumergus problems that have delayed irs ability to

develop and implement an app-to-app EDI interface with BA-NY.

Fiftk: The econemics of local wirelme setworks is imkercatly differcot

from those of long distance and local wireless natworks.

Long-distance carriers only noed to pick-up or drop-ofY their traffic 1o a limtied number
of tandem locations (afler just one) to sorve ull customena in the entire LATA. To
provide local service 10 all customers in a LATA, including small businesses and
residential custonrers, a facilitics-bayed CLEC must culiocata in every end office within
the LATA, build fibcr to every builking, or obtain line-of-sight microwave to cvery
customer premisa (Burke Aff, Ex. A, 37)

Long-distance networks arc marked by significant economics of scale (declining average
costs) and utilizc capital resources very cfficiently. Thc transport and switching capacity
of a long-distence network is designed to minimizc idic time bocase of the inherently
shared nature of these resowrecs. Each additional minutc on a long-distance network
wigmificantly reduces the per-unit oost of providing long-distance gervice. (Burke Aff., Ex.
A.139)

nnt present with loug-distance actworks in addition 0 considerable upfront fixed coss.
Each additional line on a CLEC's nztwork requires at least $100 in additional capital
expenditars sssociatnd with line cards cithar in the digital loop carrier or the switch that
cenvert analog signaia 1o digital. (Burke Aff., Ex. A, § 40)



High incremental capstal ensts (associated with each new linc), acutc bottienccks (such as public
and pnvaxc nghts-ot_wav) and 2 high share of axsets that cannot be shared by multiple customers
(dedicated Jnop) differentiate local wirehine networks from loug-distance and local wirclcss
networks.  These distinguishing featnres make hiphly unlikely the prohjeration of local wircline

networks anytiroe in U foresceable future.

Sixth: As 2 company with a large share of small-busivess sud residential customers,
LCI needs an economically viablc Unbundied Network Elemest Platform (“UNE-P™) to
provide lacal services to the majority of its customers in the state of New York

e Over half of LCI's conmercial customers in the statc of New York gencrate less than
filty doliars (350) iu monthly revenucs. Roughly 66% of LCI's residential customers in
the state of New York genermte lcss than twenry-five dollars {325) in monthly revenucs.
Using & CLEC as a cartiers’ carricr is not s feasible option 1o scrve of these customers.
(Budke AL, Ex. A,142)

e The minimum requirements for an cconomically viahle UNE-P arc:  unbundled network
elemcats must be set &t TELRIC rate, non-recucting charges must be &t Uur cost, the
carricr cmploying the UNE-P must be allowed to charge for access, gluc charges should
be negligible (if any) , no collocation should be reqmred, and there must be true common
sharcd transpoft capabilily. (Burke AL, Ex. A, §44)

= An UNE-P that meets the above requiraments will pevmit LCT to setve its representative
small buswess and residential customers profitably. Net income thcn would be roughly
four percent (4%) for a typical business customer and one percemt (1%) for a
represenualive residential customer. Under the proposal put forth by BA-NY and the
Public Service Commiation of New York (“PSC™), net incomc would be minus five
percent (-5%) for the average of business customir and minus eleven pereent (-11%) for
the typical residential customer. (Burke Aff,, Ex. A, { 45)

The UNE-P recommended by the PSC virtually precledes LCT from providing 2 competitive
lacal services option to the majority of its busincss cusiviiets and virually all of its residential
cusiomers,

Seventh: The limited UNE-Platform with 2 susset proposed in the stafi’s proposal is
uolikely to be utilized by LCI (or other carriers its sizc or smaller), becanse of the expense
of develepment costs.

* LCI's development of ressic OSS intertaces bas been cxtremely costly and time-
consuming. For cxampic, LCI has been working with BA-NY since May 1997 to design,
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develop, test and implement BA-NY's resale EDI ordering interfacc. During these ten
months, BA-NY has changed the version of its EDI intexface four tmes. Ser Strombotne
Aff,, Ex. B.

¢  While LCI is hopeful that some of the significant problems that it has eucuuntered with
BA-NY"s resale OSS will be remedied, the proceas of developing and implcmentmg an
app-to-app EDI imicrface for the UNE Platform will unquestionahly represcat a
signtficant development effort for LCL (sae Stromboine AfF, Ex. B at § $)

* Significant development cffois would be required to design, develop and implement the
OSS interfaces for the UNE-Platlunn with BA-NY, (see Strombome AST., Ex. B a1 5)

For thesc rcasons, LCI believes that it is unlikely that carnars 1ts size or smaller will be
able to undettake the development costs to utilize the UNE-Platform for the time and goographic
markets contained in the sta(f pruposal. See Strombotne Aff, Ex. B at 5.

II. THE DOJ'S ROLE IN FORMULATING OR INFLUENCING

THE NEW YORK COMMISSION'S POLICIES SROULD BE
PUBLIC AND ON THE RECORD.

It sppcars from the face of the Comnuasion’s “Draft Prefiing Statement™ thar the
Department of Justice (“DOJ™) has played some role in development of the prnciples of the
March 17, 1998 “Druft Prefiling Statoacat.™ This is 2 further reason that the New York Public
Service Commission needs 1o open its process to dovelop a reond with a hearing in which all
interested partics may pamapate. Specifieally, the Covamission should ask the DOJ. if in fact it
wishes © influence or participate in the course of the New York Commission’s decisiom at this
etage, © put its views on the record publicly as 2 paticipant in an open process, so that those
views exn be respanded to by all interested parties. This is particularly important becanse the
DOJ’s vicws are 0 be given “substantial weight” by the FCC, mnd as open process at the New
Yack Commission is essential t a fair evaluation by the FCC of the DOJ's vicws to it when &

Section 271 application is filed

ML LEGAL DEFICIENCIES APPARENT IN THE STAFF'S PROPOSAL
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Manifold and scricus legal problems are evident from the brief review of the staif's
proposal allowed in the time and page limits imposed by the Commission.

Under the stalf proposal, [at p.9,] Bell Atlantic would commit only w providing “the
complete UNE-Platfarm to CLECs for service to residential and business POTS customass,” as
set forth in the chart comainad 1 p.10 of he waff proposal. The chart indicatis that both
commitments would sunset in three to five years, and would not apply at all for serviee to
busincss customers in New York City. Serious legal issues are raised by this proposed
“commmnitment:™

¢ The exchmion of any commitment to provide covnbinatiovs of unbundied network
a38§§§?§§85§§§5%<a9,<
ﬂuﬂﬂaguﬁﬂ_qnuiggﬂig of section 251(c)3).
There is no cxception that would permit 55%59582&&
soction 251(c)(3).

s The lunitstion o nn—nnﬂuﬂugneg?czmgg—%hggﬂws
ggéiBﬂvﬁ:@éﬁSd;k&.i&%iﬁ
access o natwark elements for the provition of any tefecommunications scrvioe, not just
POTS. The Eighth Circuit hus agreed that “the FCO's determination that 2 competing
ENESE?EQBEE%QBQEE
mownbent LEC s unbundled network elements is le...” Opinion, Jowa Ulilities
Board, et. al v. FCC, et. al, No. 96-3321, Coust of for the Eighth Circuit (filed
July 18, 1957), page 143. Scc also conanent on page 1), paragraph 3, below.

o The sunsct ¢ n?ggsgnlgvlgianﬂz o violate
section 251(c)X(3) o Egﬁjgguﬁgﬂvﬂlg
exchange carier [in this esse Bell Atlamtic] provide non-discriminatory accoss to
unbundled natwork elements at any technically fousilile point.  The statute contains no
sunsct on this requirapent.

* The geognphic cxclusion o nzadaggaaiguuiegggﬁn of
the Commumications Act, which statcs that it shall be unlawful for any comumon
camier... fo subject ay pasticular person, class of persons, or locality to any wndue ot
EEEREA%E It scems plain that denying
EEggﬁzztoﬁgmlﬁogQ?éﬁgﬂE
sexvice provided by combinations o Enﬂaﬁﬂﬁncﬁc—oﬂiﬂ:ﬂ.é
basinesscs ia other parts of the State of New York violates this statutory requirement.
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The staff proposal further states [at p.11, ¥ 1] that “charges for existing [UNT] piativans
will be adju:ted over 3 three year period to cguate the playform price with the resaic price.”
(cmphasis added). 1n addition, the proposal states that after the sunsct of the combinatians and
UINE platform has oceurred, new competitors will be able 1o get the UNL platform at the resale
price for “the longer of two years or whenever the area is doamed substantiatly competitive.™
Again, legal deficiencies appear on the face of these proposed provisions:

- Soction 252(d)1) of the Cummunications Act states cirsmly that prices for unbundled
ustwork elements obtained under section 251(cX3) of that Acst shall he non-
diseriminatory and based on cust. Scetion 252(d)(3) of the Communications Act provides
that the price of resale services obtained unden scetion 251(c)4) of that Act shall be a
wholesale rats determined by subtracting avoidad costs ftom the retail rate. By changing

the cost of the uabundled getwork clement placform to the rasale rate, the staff proposal
explicitly violales the plain roquircments of the statuta.

e The stall propaosal also violates the clear statutory requirements in sections 251(c)(3) and
252(d)(1) of the Cousmunications Act that the rates for unbundled netwaek clements must
be non-discriminatory. As proposcd, a new competitor entering the market one year after
the sunset of the UNE platform roquircment would immediutely pay the full resale rate,
while a competitor that enterod before the sunsct would have a differeat rate for two more
years due to the proposed rransition from cost-based rates to the resale ratc.

The saf{ proposal goes on w say [at p.11, §2] that “In New Yotk City, where the [UNE]
platform is not availablc for business cusiomers, Ball Atlantic-NY commits to provide terms for
collocation which are more favorable than those provided in other areas.” (cmphasis added).
This proposed commitincat on its face would clearly violatc the non-discrimination reguirements
of scctions 251(c)3), 251(c)X6),and 202(a) of the Telsammmmications Act.

Finally, the staff proposal singies out [at p.11. 1 3] combinations that include a specific
unbundisd network slement, aamoly the combination of a company’s link with 2 company’s port,
for a differem pricing regime than combimations of all other network clements. This portion of

the propusal lacks any stanurory or jadicial foundstion:



e The satute, the FCC, and the Eighth Circuit have all clearly stated that section 251(e)3)

of .the Communications Acl permits & competitor to detevmine which combination of
nctwork elements il wishes to obtain, and section 252(d)(1) of that Act requires that those
clcmems be pon-discriminatorily priced on the basis of cost This element of the
proposal limuts what cowbinations of unbundied netwurk claments competitors muay
obtain on the basis of cost and is discriminating under Section 251()(3)-

Furiher, the propocsl would specifically permit Bell Atlantic to provide the unbundled
network clement known as s “multiplexs” at cither cost based priccs or at “the relail
price less the wholssale discount™ which would appear to violate the statutory scheme
established in section 252(d)(1) of the Commumications Act.

THE STAFF'S PROPOSAL IS 80 VAGUE AS TO BE NO MORE

THAN AN UNENFORCEABLE “PROMISE TO PERNFURM,” WHICH
GUARANTEES FURTHER LITIGATION AND UNCERTAINTY

The staff proposal i3 so vague snd important respects as to be nothing more than a

“promise to perform” & tazk which is not cvan reasonably described. To statc just one examplc,

LCI notes on p.11 the following “commitment” by Bell Atlantic.

discriminatory? When will these terms be established?

In New Yurk City, where the platform is not available for business customers,and
in other arcas where the platform becomes unavailsble, BA-NY commits to
pruvide tarms for collocasion which are more favorahle to requesitag carrices than
those provided in the other arcas.  These include, at the option of the requesting
carrier, smaller collocation cages, sharing of collocation cages, non-cage physical
collocation, and reasonabis recombination of claneuts through vinual colloction.

What arc (crms “more favorsble™ (0 requesting carriers? Why is this considered non-

|
LCT believes that these and otbwr problems in the jdocument demonstrais why the
|

standard procedure set forth in Section 271, of « final application filed by an RBOC, judged by

the state commission, filed with the FCC, commented npon by inkcrested paxties witlin 30 days,

commented upon by the DOJ within 50 days, with a decixion by the FCC within 90 days, is the

appropriate and indeed only werkable method for judging the complcx facts which s inherent

in atterpting to mject competition into he RBOC s network.



V.  LCI REITERATES ITS REQUESY, BASED ON THE FACTS SKT FORTH
.HERE, THAT THE COMMISSION HOLD GENUINE EVIDENTIARY
HEARINGS ON THEK STAFF'S IMPORTAN NEW PRO!‘OSALTO LMY
AND THEN TO TERMINATE TRE IINR-PLATFORM

LCI bereby renews its motion for evidentiary hearing on a full record, bescd on the
extensive evidentiary facts it has been able to gathcr and preacut in the five calendar days since
reveiving the staff*s proposal on the maming of March 18, 1998, These issues ore critical (o
competition in New York and nstionwide. LC] believes the staff aud DQJ are pmceeding on
fundamcntal fallacics as to thr extent gad avarlability of facilities-based competition These need
to be openly aired and litigated befors a neutral body, as the due process clause of the United
State Comstitution requires. LCI belicves that the Commision" admirable record in other arcas,

when it is followed notice and hearing procedurcs show a sgong nccd for that traditional process

to be followed with the new proposal from the stafT, first o deastically limit and then to terminate

the availability to competitors of the all-importaat UNE-Platform.

owres, [t~ 29, /777

ey

\7'5 Rncty N Unruh Anne K. Bmglmln
Morgenstein & Jubclirer President

| One Market Local Tohcanmntpcnnnm Division
‘«3 Spear Strect Tower, 320d Floor LCT Incraationsl ‘Tjelecom Corp.
;‘; Sam Francisco, CA 34105 8180 Greensboro Dr., #800
(415) 8960666 McLegn, VA 22102
(415) 986-5592 (fnx) (703) 610-4875
{703) 6104878 (fax)
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NEW YORK STATE
PUBLIC SERVICE COMMISSION

Petition of New York Telephone Company for
Approval of s Suwaxat of Geacrally Availabie
T and Conditicas (§ 252) and Draft Filing of
Petition for lotal ATA Eonty (§ 271)

Casc No. 97-C.077)

AFFIDAVIT OF TIMOTHY J. BURKE

1, Timothy J. Burke, being duly sworn, do heredy state:

1. 1 am currently employed by LCT International as Director of Network Planning in

the Local Services Division. ] have over fifieen years axperience in the telecommunications

industry and bave worked in various positions within network planning, cngineering, and

network operations. Having worked for NYNEX for stmost fowsteen yesrs, [ am intimately

familiar with end offices in both New York City and upstate New York. | also worked for

the wireless subsidiary of NYNEX for six years. At LCI Intemnational, [ am primasily

respousibic for evaluating facilities-based strategics to provide local services. [ am alyo in

charge of negotisting intcrcomuxtion agreements with Incumbent {.ocal Exchange Carriers

and resale agreements with Competitive Local Exchange Camiess.

Exhibit A to LCI's Commsnts

]



Section ]

Competitive Local Exchange Carriers (“CLECs™) today 86 50t serve the majority of

New York City’s business castomers sad the vast majority of New York City’s

resideutial customers, and there is wo reason to expect this to change is the fummre.

2.  Competitive Local Exchange Carriers (“CLECs™) today do aot serve the majority
of New York City's business custamers and the vast majority of New York City's rcsidential
customers. The available empirical evidence suggests that facilitics-based CLECs have focused
their facilities development in end offices located in commercial districts with a signiftcant
pumber of large businesses.

3. Based on information provided by Bel! Atlantic Network Services on Macch 5,
1998, callocation has been implemented only in 31 end offices throughout the atc of New
York. (see Ex. A). | assume conservatively that CLECs are conocated in al) 31 end offices.
Twenty-six end offices with collocation are in LATA 132, \vhlch covers the New York
mewropolitan area. This ieaves over 160 end offices in LATA 132 with no colioeation.
Assuming that 70% of switched access lines in Manhatan zndI 35% (state-wide proportion) of
wmeemhhMTAmmﬁnﬁmu million business lines
(63%) and over 3.5 million retidential lines (78%) in the LAfu\ can be served only by Bell
Allantic-New York ("BA-NY™), Tbeammmuebuedm 1996 ARMIS data that divides al
switched access ines in the stats of New York by end offce (4as Ex. BY.

4. Even within New York City, the coverage providad by competitoes collocated in
BA-NY end offices is minimal. Of the 76 end offices in New York City, there is collocation by

CLECs m only 15 tod offices. Over 1.5 million business lines (56%) and 2 million residential




lincs (75%) in New York City are served sut of end offices whers there is no collocation by any
CLEC. !

5. The broadest coverage is in Manhattan. The:iscnllouﬁmimmohbeuead
cmmiﬁmmmofwmucmmorsrsmu@mmgmﬂuumsdimimor
high-income residentisl] sreas. Emﬁ&ﬁswwvﬁzp.MRomm.mm
lines (33%) mad 200,000 residerial hne (335%) in Manbattan exd officcs where there is no
collocarion at all. Most CLECS are cogcentrated in a .ofcndolﬁcainNewYorkCity
(13) and have virmally no network presence outside Masharren.

6.  Mostof the end offices in LATA 132 outside Manhartan listed by Bell Atlantic as
eollocation sites are tandem offices. These Jocations may not be used by CLECS 10 provide local
mmmwm:&mﬂeofm-eﬁnﬁnnﬁltmimmmlbnwBA-NY's
mtkmr!uminldonmdmplcﬁmdcaik. =|

7. In LATA lSZ.rwghlymofLCTsauumliﬂmnmedbymd
offices with no collocation atall. Almost half of the businecss|ines of LCI comunercial customers
MIwi&i-nmdo&awha:noCLECismllowad.

g ThpmofaCLBCmasivmmdomceqn\ymmmummm

served out of the end affice could potensially be served by the CLEC. Most CLECs do not have
dqmnthormmambmawmfnofmmhhmd

offices where they are collocated. In the New York metropolitan area, CLECs have reached at
leagt 50% utilization of installed switch capecity but they Ewymmthm
two pescent (2%) of switched business lines. There is that many CLECs arc
targuting high-volume customers, including Internet Sarviee i who sencrate

considerable tenmnating traffic that yiclds reciprocal ion dollars. The low market
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share of CLECs together with high swirch utilization means that CLECs will hava ta make
signiﬁc.u;;ddiﬁoml capitel investments 1o switching, u'al‘ispon, and back office systems to
support s sufficiently large customer base that posss a competitive threat ta BA-NY ia the local
market.

9. For the reacons set forth ot greater length in' Section IV below, paragraphs 27
through 38, it is unlikely that existing CLECs will expand their networks or new CLECs will

build networks W secrve small-business customers and residential customers.

Section I

Economically and technically, RA-NY’s Extended Link affering is uot an
adequafe substitute for the collocation-based strategy to deliver locsl telephony
services 10 smxll basinesses and residential cusiomers.

10.  Economically and technically, BA-NY's Extended Link offering docs not correct
the problems with a collocation-based strategy 10 deliver local telepbony services 10 small
businesses and residential customers for the following reasons,

1. TthxtcndedLmkmccunpoaumdmbﬁecbﬂgs for transport from the
cod office serving the unbundled Joop wcitherlCI,EC'shubﬁd office (where it is coliocsted)
or its switch location. '

12. BA-NY’s most recent Extended Link pmposal imposes over $27 per line pey
month (based on statewide averapge distance), making it virteally impossible o serve the average
customer. Adding the allocatcd cost of amy collocation, the allocated cost of back office systems,
mdthcdbmdadminimaﬁwmdovuhwdmcCLE;Cconldpmﬁwlypmvidewcﬂ

. . ) |
service uming EmddLmkpnlybmxwmmmminmoﬁlw
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|
per lipe. This eliminates the vast majority of smal) businagzes and vintually all residential
cuslomﬁs.
13.  With average (distance-insensitive) pricingjonly high-revenue customers could be

profinbly sorved by Extended Link. Small businesses m& resideruial customers will emjoy lttle

choice in the local market. With de-averaged (dianncc-nﬂsiﬁve) pricing, 8 CLEC will deploy 2
facilities-based strategy using Extended Link only to servejcustomers located in end offices clase

to its hub end office or switch site. As with the collocaty facilitics strategy, 3 CLEC will

find that the businecs cace for the provision of loeal with Extended Link is justified only

in areas with 2 high density of high-usage customers withig} sircasonable distance of its hub

i
(collocation site). Once ayain, snall businesses and residegtial Tnnmen will femain unserved
by CLECs.

14.  Bell Atlantic has tariffed the Extended Ein ins for well over 2 year. The fact

that no carrier has yet to order the service strongly sugs : offering is not economically
viable. T

15.The Extended Link product sevexely compre ity of service that a CLEC
cam provide, placing the CLEC at a competitive dise
2 phywica] extension of the local loop from the originating
its switch site. Techmirally, an analog signal will be con
will be MUXed at least once (most likaly two or more tin
Likely two ot more times), and finally the digital signal will e
This process could decreass the quality of the ariginal ve
isolating the source of troublc when a line is down will requ
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cunsuming. and expensive sectionalization and testing procass. 1t is unreasonablc and unwisc as

a matter of public policy to impose the costs of such compiexity on eustomers who arc reliant on

the CLEC’s dial tone for making 911 emetgency calis.

Section I
Relisuce on facilities-based CLECS as 8 Carriers’ Carrier iy not a viable option
for providing local services to either business or residential customers.

16.  Reliance on farilities-based CLECs as 2 Czn'm}zs' Carmier is not a viable option for
providing local serviees to cithar business or residential custorners for the following reasons.
The most mature CLECs (MFS and TCG) bave beca acquireit by Interexchange carvisrs
(“IXCs™) (WorldCom and AT&T) with internal needs aou;-dmm and ISP services) for
excecding the capacity of cither MFS' or TCG's local networks. Strategically, an IXC has
minimal motivation to serve a competing IXC with s loalﬁduct. This is different from
wholesale sales of IXCs' Jong-distance networks that have ‘su:_bmmial excess capacity and
competition for wholesale sales. Instead, extreme WKy characterizes CLEC local
| networks, wﬁchmmemmmm&nghmum{ﬁmwmm Given the
i the ease for the foresecable

expensc snd time required o build Jocal nerwoeks, this Wil
funre.

17.  Most CLECs also have retail operations that s
programs. Sales chanmel conflicts between the retail and
difficult to manage. Formnmle.whenaCLBCaddScnaq

fiber network, its retzil anm almost immediately follows with & marketing blit2 that for




all practical purpnses eliminates the possibility of resale to customers in the building by any
wholsalc customer of the CLEC, tuch as LCL

18.  LCI spent considerable ime and resowrces negotiating with une of the nation’s
most mature CLECs only o discover that the CLEC’a prime motivation for oficring resale at an
appealing wholesale price was to obtain LCI's dedicated access business. The CLEC ultimately
retracted its original wholcsale prices when it smalyzed the retail margins it would forcgo by
putting wholesale services an its scarce and expensive [ocal assets (switch, fiber, collocation
cages, digital loop carrier line cards). ;

19.  Since May 1997, LCI has antempted to jatc wholesale contracts with a

number of CLECs. This project has been my resposability ‘IK Iate July 1997, 1 have
i

contacted virtually every CLEC and have learned that not a le CLEC has establisbed

functional wholesale divisions to support potential resellers. l lthough some have wholesale
divisions in name, they have neither dcveloped the processes gnd systems nor devoted the
personne] required to support wholesale operations. None have developed marketable wholesale
products.

20.  Twoother CLEC that solicited LCT's local businass (as a reellcr) a year ago
have since rescinded their offers. Neither has perfoctcd the batkofTice systams needed 1o suppart
of unbundied Jocal loaps. Probiems associated with loops sz magnified when 2
CLEC ocders large mumbers of unbundied local loops. The of pcrmanent local
number portability also impedes successful marketing to existisg BA-NY customers.

their own reail operations. Both claim significant defects in

21.  Further, oo CLEC has yet 10 offer wholesale that allow LCI to mamtuin

profitable margins. This it s0 becanse CLEC resale involves higher sales, gencral, and
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administrative cxpenscs than both loag-distance and BA-NY local resale. To conduct CLEC
resale, bCl must hire additjonal ficld support staff 10 survey the customer sité and to coordinate
the cutover from BA-NY"s nctwork o the CLEC's nerwark. LC1 must 2iso develop new saies
{ools peared at tareeting cusivmvts ssrved out of end offices where the CLEC is collocated. LCl
must invest significant resources 10 traig billing, pmvisiohing, and customer-support stafl lo
enable them to develop the systems necessary to support CLEC resake. Such sysiems must then
be built and implemented. Given higher admimstrative and overhead costs associated with the
provision of local telephony services, pameular!y since most installlﬁons involve manual
conversion of lines 1o a CLEC"s aetwork, the required discounts should be even higher than both
long-distance and BA-NY local wholesale discounts to make CLEC resalc minimally profitable.

22,  [fLCI desires to become a reseller of CLEC s;wicu.itwmhwc 10 invest in new
billing and provisioniag interfaces to the CLEC. Since sepaqtc interfaces will have to developed
for cach CLEC with which LCT has 2 resale arrsngement, LCI cannot take vauge of any seale
economies. The need for separate backoffice systems forech CLEC makes CLEC resals
unappealing, especially since the two CLECs with nationwide covearage (MFS and TOG) were
acquired by [XCs.

23, mﬁmiucovageofwm&emmwbi&eliﬁnmmm»
mopﬁonwmemusmaubmwmiduﬁdmhlmm In gl cases, LCI would have
to resell both CLEC and BA-NY services in every market to neach its customer bese, since, as in
the casc of LATA 132, 60% of LCT's long-distance customers cannot be reached through CLEC

resale,

24. Tbﬁmﬁmbrluﬁngwlm!ﬁdhﬁutmwm The majority of

faciliries-based CLECs do uot offer switch partitioning or uzbundled network elements




Only the most cash-starved CLECs have been willing to dascuss with L.CT the sharing of
collocation facilities end switch partitioning. Doubts about the financial visbility of these
CLECs make such arrangements highly risky. Further, switch equipment vendors’ software and
hardware are not cwrently adapiable to partitioning, since these vendors bave lattle incentive to
offer such a feature to their customers. |

25,  To the best of LCI's knowledge, not a single lfagx‘litics-ba:ed CLEC has yet
zentiated sufficient volume of business to justify thetr mvuﬁnmts by revenue, when
depreciation and amortization of their netwocks is included m their financial statements. This is
mucmmimwlmmmwahalmwhiawwmm: is

required to constyuct o local network. Aﬂ:rma:invumisnnde.cusmmbnvetobcsold

and moved to the CLEC actwork one ordes at a time. The _nkphoncbusincsis
accordingly volume-based, with volume sionc generating the{revenues 10 pay back the
investment in the nctwark. While the network is an upfront cost, the volume of customers
needed 10 pay for it a0 be genarated anly slowly, over time.

26.  Given b high detx Joad of mogt facilits CLECs and the lack of
significant revenucs, the major business justification for in in local fcilitics sppears to

e one predicated on being bought by another castier at & ligh premium. No loag-wean business

model supports cither a stand-alone CLEC retsil operation residantial and dispersed
amall business customers or & catriers’ cartier wholesale ion. The fact that BA-NY has not
built a facilitiss-based CLEC outsida it home regioy ( ially in adjacent markets such as

Comc&mﬂkmhm)dmmwhonbuhwmwmﬁa@wmt
tvestment of building a local wireline network ‘




Sectios IV |

The expenss and time required to baild a local wireline network mesns
that exitting CLECs are unlikely bupudthi:‘,mbud pew CLECs
gre unlikely to build netwarks to serve wost small-business and
residentis! customers in the forcsceable futare.

27. mapmmﬁmemﬁmwmwah%mhnenMﬁmm

CLECs are unlikely to sither build new nctworks or expand gxisting oncs 10 serve most small-

business and residential customers in the foreseesbie future. This is 5o for e following reasons.
selephony sctvices requires

cxpenditures associated with the

purchase and activation of z local switch are less than twenty|pereent (20%) of the total upfront

t

capital expenditurcs required to build a lowal petwork.

29. A CLEC considering a facilities-based steategy must also take into account the

capital costs associsted with (1) the collocation cage at each end office from where the CLEC
interds 10 provide sexvice; (2) the digital loop cesrier equipment that must be installed

2t each end office to convert analog signals o a digite) format; (3) the fiber ring that is necessary

30.  The cost of providing facilities based local s
recurring charges for unbundled local loope from the customer premiscs o the collocation cage,

and the cacts of any nghts-of-way and space (c.g., collocation 5p
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31. A f{xilitics-based CLEC must aleo coudertheeom of fiber transport jcased
&unﬁl;;NYumisnmawymauynﬂicbuwemilsnl:iwhmdtherthemdommwhac
it is eollocated or the customaer premises. All CLECsrelyu%BA-NYtosomcaminmderm
carry &affic 10 and from their customers. There are no truly fedundsnt cad-to-end local wireline
networks in service today. .

32. A few CLECs with microwave spectrum vse this technology to minimize the
ocosis assoviated with leasing Gber and collocation cages. service delivery method, however,
requires line-of-sight between the customer prexmises and the iswitch locgtion (or mtermediare
huh)mdfaeamMWm{l-lmﬂs)um)rG}hMZQGmmmmwng

used for CLEC transpore. Additionally, obtaining roof sights ifor microwave dishes is becoming

increasingly difficult and expensive in urban areas. Where lige-of-aizht, drstance, o< soof rights

arc binding constraints, even these CLECs must isase fiber from BA-NY to camy their

rrafhe.

33.  Lina-ofcight misrowsve communications is not tectmically feasible in most
Guburbex and rural arcas because of the lack of mll buildings, gnd termain (troos and bills). A
Iarge market segment of small business and residences in o
not be served by this method.

34, CLECs that have also built Competitive
directly to large customer premiscs) do not require ol
premises the fiber passes. CLECS typically build CAP
semofmstoéustompmnissﬁ'ammemis
esses. Building owners and managers ofien either do not

or charge a significant fee for acceas.
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35. A coliocaiion-hased facilities ctrategy malnshmeu sense valy if service is
provid-c:_l‘ﬁvm end offices with a large number of potential customers marked by hugh usage. In
other wonds, such 2 strategy is scouvmically sensibic only in end offices that ave iocated in
commereial districts with a significam number of large- and medium-sized businesses. This

basic fact explaine the lack of enllocation cages in the of end offices in New York City

and elsewhere in the state (see § ] sbove). Altamatively, CLECs can and do lcase T1 and DS-3
facilitics from the 1LEC to coanect s customer’s building to the CLEC's switch. This service
delivery method requires some customer premites equi
CLEC such as digital loop carriers. A significan: quantity o
required to justify the monthly lease costs of the transport faciliry, the capital for the CPE, and
the ongoing maintensncs of the CPE. The calculus is by the ability to purchase

switching fraom BA-NY as an unbundled network element, as|long as collocation is required.

Seetion V
The economics of lucal wireline networks ks different
from those of long distance aud local wi networks.
36.  The economics of local wireline networks is different from those of
loag-distance and local wireless vetwarks for the following The development of

WMIWMMWMWDWQTMISMtdoQMM
37. Mmylmdbmdemnpnn‘Axus(‘LM?As‘)inbwmymonlym

[LEC acoess tandem. If this is the case, long-distancs carriers paly pecd to pick-up or drop-off
l
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